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TAX DISCRIMINATION IN THE PAPER AND 
PULP INDUSTRY. 

The fact of the existence of inequalities in taxation in 
the United States has been the subject of perennial illus- 
tration. To bring forward, therefore, any further instances 
of what is so commonly taken for granted and so frequently 
regarded as incurable, may be looked upon merely as a 
waste of energy. But surely, unless failure in the task of 
bringing about some measure of reform is to be regarded as 
inevitable (and the possibility of improvement in methods 
of business taxation, by devising arrangements distinct in 
character from those applied to the taxation of individuals, 
is surely not a hopeless one), the constant accumulating of 
facts corroborative of existing shortcomings must be re- 
garded as an essential feature of the task. In line with 
this point of view there are here tabulated certain figures 
which illustrate the extent to which tax discriminations 
exist in the paper and pulp industry. And this is followed 
by an attempt at interpretation of these figures in the light 
of prevailing tax practices. The figures have been com- 
piled from the various United States Census Reports on 
Manufactures, those eight States having been chosen which 
lead in paper and pulp production. 

This table presents two related sets of facts that call for 
explanation and interpretation. The phase of the inquiry 
based on the first of these groups of facts has to do with the 
contemporaneous inequalities in exaction between States, 
the other with inequalities in the same State between 
separate periods, and with the closely related comparison 
between States as to tendencies in this respect. 

A glance at Table I. gives sufficient evidence of the nature 
of the evidence to be interpreted. Whether viewed from 
the standpoint of capital investment, of value of product, 
or of business profits, the variations in tax exaction here 
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indicated are clearly wide enough to arrest attention and 
to give significance to several questions. Most important 
among these are the following: (1) To what extent are 
variations due to divergent tax methods, and to what extent 
to varying degrees of looseness in administration? (2) 
What, if any, has been the influence of these variations on 
the relative development of the industry in different States? 
(3) How are we to account for the general failure of tax 
exactions to keep pace with growth of property values and 
increase in value of output, at the same time that such 
exactions in general increased more rapidly than did net 
income? 

To be sure, could answers of a positive nature be given 
to any of these questions, they would have little general 
value. The paper and pulp industry is relatively of too 
little importance to give such answers more than the quality 
of suggestiveness. Answers of a negative character, how- 
ever, may have somewhat greater value in this regard. 
And such, tho qualified by varying conditions, we may 
expect to find. 

First of all, the tax methods of the various States involved 
must be outlined. With the exception of Massachusetts 
and Pennsylvania the paper and pulp industry is taxed 
in all of these States under general property tax arrange- 
ments, in the same manner and by the same machinery as 
private individuals are taxed. 1 Administrative details vary 
considerably, from the comparatively simple devices for 
assessment, review, and equalization that prevail in Maine 
to the more complicated arrangements now in use in Wis- 
consin 2 and in Michigan. Pennsylvania practice is unique. 
In that State manufacturing companies, with few excep- 
tions, are exempted from all State taxes. They are subject 
merely to local taxes on real estate, which reach only their 

1 In New York manufacturing companies are specifically exempted from the 
operation of the general corporation tax law of that State 

2 See Report of Wisconsin Tax Commission, 1907, pp 148 et aeq The activity 
of this Commission has had much to do with the increasing efficiency of adminis- 
tration in Wisconsin. In 1905 a new law, elaborating details of administration, 
went into effect A similar law was passed somewhat later in Michigan. 
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lands, buildings, and such machinery as is attached or 
fixed to their buildings. 1 In Massachusetts paper and 
pulp companies, as other manufacturing companies, are 
taxed under a combination of devices. Domestic corpora- 
tions are locally taxed on their real estate and machinery 
under the general property tax, and the remainder of the 
property is reached by a State tax on the corporation. 
This remainder, the so-called corporate excess, is deter- 
mined by ascertaining the actual value of outstanding 
shares, and deducting (1) the value of real estate and 
machinery locally taxed, (2) the value of property situated 
in another State or country and taxable there, and (3) the 
value of securities which, if owned by an individual residing 
in Massachusetts, would not, for special reasons, be liable 
to taxation. This last arrangement makes feasible the 
formation of holding companies. Foreign corporations pay 
local taxes on real estate, machinery, and merchandise, 
besides a State excise tax. Manufacturing concerns, not 
incorporated, 2 are locally taxed, as are corporations, on 
their real estate and machinery, but in addition are subject 
to a tax upon their entire stocks of merchandise, with no 
deductions for outstanding liabilities such as are made in 
the case of domestic corporations in assessing corporate 
excess. 3 

(1) It is manifestly impossible to trace any close con- 
nection between the amount of tax exaction in each State 
and the method of taxation in vogue. Referring merely 
to the six States in which the same system, the general 
property tax, is in use, on whatever basis the test be applied, 
significant variations in the proportion of taxes paid are 
to be noted. Some other cause of variation than diver- 
gences between States in the general nature of tax methods 
employed must, therefore, be found in these six instances. 

1 Patterton v. Delaware County, 70 Pa. 381. For further treatment see the 
author's "Taxation of Personal Property m Pennsylvania," in this Journal, Novem- 
ber, 1906, p. 61. 

2 See page 640 for an illustration of the possible effect of this provision. 

3 For a complete treatment of this subject see Bullock, "Taxation of Corpora- 
tions in Massachusetts," in this Journal, February, 1907. 
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Turning to the other two cases, the low ratio in Pennsyl- 
vania is, of course, easily accounted for in chief part by the 
method there employed; and in Massachusetts the more 
exacting provisions of that State's variegated system prob- 
ably account in good measure for the large proportionate 
exaction there. But leaving out of account the case of 
Pennsylvania, which is too exceptional and temporary to 
be allowed to influence any general conclusion along this 
line, and for the present neglecting the case of Massachu- 
setts, which does lend some color to the view that the gen- 
eral method or system of taxation may have an appreciable 
effect on the comparative volume of tax payments, the 
divergences in the cases of the other six States, following 
similar general schemes of taxation, would lead us to look 
for other causes in other directions. These are, of course, 
the varying efficiency of administration in the different 
States, due in part to the character of administrative de- 
tails prescribed by law and in part to the personal factor 
in administration, and the varying tax rates of the dif- 
ferent States, due to correspondingly varying revenue needs 
in those States. It is possible to draw from the figures little 
more than inference as to the presence or effect of these 
causes, for their influence, in lack of requisite detailed in- 
formation, is not separable. However, with the exception 
of Michigan and Wisconsin, States in which there have been 
during recent years symptoms of increased efficiency in tax 
administration (an increased efficiency which shows itself 
in the rise in the tax ratio of those States, as indicated in 
the tables between 1900 and 1905), there is little evidence, 
and therefore little reason, to question the generalization 
that in the other four States there was such substantial 
uniformity of administrative inefficiency as usually accom- 
panies the taxation of general property. Granting, there- 
fore, substantial uniformity in ineffectiveness of administra- 
tion in these four cases, variations must be accounted for 
largely on the basis of varying local revenue needs. Where 
density of population and of investment is low, the necessary 
minimum of expenditure for public equipment and for ad- 
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ministration is likely to lead to a relatively high tax rate. 
Conditions of this character are almost invariably to be 
found in regions where wood pulp and wood-pulp paper are 
made, so that a higher tax ratio would be expected in the 
cases of Maine, New Hampshire, and New York (three of 
the four States in question), where this is the predominant 
industry, than in Ohio, where straw and other papers are 
produced in more densely developed industrial areas. The 
figures tend to confirm this view. At the same time such a 
conclusion must not be insisted upon in view of other pos^ 
sible influences, as, for instance, the tendency in New Eng- 
land towns to saddle on the community expenses for im- 
provements which in other sections of the country would 
probably be borne by property owners thru some more 
direct medium than that of taxation. Our answer to the 
first question, then, must be a very unsatisfactory one. 
Indeed, it little more than illustrates the difficulties incident 
to an investigation of this nature. The most that can be 
said is that the character of general tax methods employed 
probably has some influence in producing variations in tax 
exaction (compare Massachusetts with the other States), 
that varying efficiency of administration further magnifies 
this result, and that local financial needs, varying in no 
exact proportion with local differences in population and 
wealth, still further complicates an already complex situa- 
tion. 

(2) As regards the answer to the second question, the 
varying burden of taxes in the different States has probably 
had little, if any, influence on the relative development of the 
paper industry of those States. Tho variations in tax pay- 
ment, such as the figures reveal, constitute real discriminat- 
ing deductions from profits, other conditions of relative ad- 
vantage and disadvantage, based largely on differing natural 
conditions of production, are of so much more vital impor- 
tance as to make tax items comparatively insignificant. 
Pennsylvania may be an exception in this respect. There 
the prominent position of the State as a producer of paper, 
considered in connection with the miscellaneous rather than 
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special character of the business, and also in connection 
with the lack of especially favoring local conditions (ex- 
cepting, perhaps, an excellent labor supply) creates a pre- 
sumption in favor of the view that the low tax expenses have 
contributed something to the upbuilding of the paper in- 
dustry in that State. 1 Proximity to supplies of raw material 
or the presence of water power, or both, is the primary 
cause of the pre-eminence of the other States as paper pro- 
ducers. Maine, Michigan, New York, and Wisconsin pro- 
duce the bulk of the wood-pulp papers manufactured in the 
United States. Nearness to supplies of spruce and poplar 
is an important factor in all of these cases, and abundance 
of cheap water power in most of them; altho in Michigan 
a surprisingly large proportion of the raw materials used, 
according to the Census of 1900, 2 consisted of old or waste 
paper. The abundant water power of the Connecticut 
Valley accounts in large measure for the localization of 
the manufacture of the finer rag papers in Massachusetts. 
Excepting Pennsylvania, paper production in Ohio is more 
nearly miscellaneous (and the percentage of taxes lower, it 
will be noted) than in any of the other States above men- 

1 On the face of things at least, it would seem that this tax exemption policy 
should by this time have contributed its expected share to the expansion and diver- 
sification of manufacturing industry in Pennsylvania Pennsylvania's position of 
prominence as a manufacturing State surely points in that direction State officials 
have not infrequently on this ground recommended the removal of the exemption, 
and bills to that effect have from time to time been introduced into the State 
legislature During the recent legislative session the so-called Endsley Bill was 
introduced, and was strongly supported It provided for a graduated tax of one 
mill on the dollar for concerns with capital up to $500,000, three mills up to 
$1,000,000, and five mills when the capital stock amounted to more than $1,000,000. 
In support of the bill Mr Endsley and others urged that the policy of exemption 
since 1SS5 had cost the State $50,000,000, and was now resulting in an annual 
loss of $5,000,000 But the lobby of the manufacturing interests was so strong 
that the bill was killed in the Lower House, as were several other bills increasing 
corporation taxes Those who led the fight against the Endsley Bill urged the 
continued necessity for encouraging the development of the manufacturing indus- 
tries of the State Said Mr Blaksle: "I have in mind a number of lmes of in- 
dustry recently introduced, and beyond doubt others are to come This provision 
has helped to build up the magnificent prosperity of the Commonwealth, but we 
want more of it Just as past legislatures have opened the door for development 
along this all-important line, so this legislature may well keep open that door " 

2 $700,270 was expended for old and waste paper, compared with $893,210 
for wood and prepared wood fibre, and $137,772 for rags. Twelfth Census of the 
United States, vol. ix. pp. 1030, 1031. 
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tioned; but even here proximity to supplies of an important 
raw material contributes something to the position which 
Ohio shares with Indiana and Illinois as consumers of four- 
fifths of the straw used in paper-making in the United States. 
Pennsylvania, too, has a specialty, building and roofing 
paper, 1 but in that State, as we have already indicated, 
paper manufacture is more varied than in any of the others; 
and it is not improbable, as was said above, that in this one 
instance, at least, low taxation has contributed something 
to the State's position in paper production. 

(3) In connection with our last question it is to be noted 
from Table I. that (with the exception of Michigan and Wis- 
consin) the ratio of taxes to value of property and to value of 
product decreased between 1900 and 1905, at the same time 
that the ratio of taxes to net income (excepting the cases of 
Ohio and Pennsylvania) showed a substantial increase. The 
following table illustrates these tendencies in terms of per- 
centage of increase in each of the elements under considera- 
tion between the years 1900 and 1905. First, with reference 
to the failure of taxes to keep pace with increasing invest- 



TABLE II. 
Percentage op Increase between 1900 and 1905 in 



State 


Capital 


Value of 
Product 


Cost of 
Materials 2 


Net 
Income 


Taxes. 


United States 


65 


48 


57 


9.2 


42 


New York . . 


51 


42 


57 


3.53 


33 


Massachusetts . . 


54 


45 


50 


16 6 


26 


Maine 


136 


73 


94 


2.5 


56 


Wisconsin 


48 


70 


59 


35.3 


100 


Pennsylvania 


31 


26 


35 


17.43 


233 


Ohio 


84 


68 


65 


76 2 


37 


New Hampshire . 


73 


23 


36 


7.03 


20 


Michigan .... 


84 


73 


70 


89.2 


191 



1 According to the Census of 1900, vol. ix. p 1022, Pennsylvania made nearly 
one-half of all the building and roofing paper made in the United States ($1,313,436 
out of $3,025,967) 

2 "Cost of Materials" covers cost of raw materials and mill supplies, as well as 
expenditures for freight, fuel, rent of power and heat. 

3 Decrease. 
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ment values. The general tax methods employed in all of 
the States during this period remained unchanged, so that 
the explanation of the facts must be sought for either in 
administrative shortcomings or in changes of tax rate, or 
in both. In lack of specific detailed information it is im- 
possible to make any accurate generalization with reference 
to the rates of the multitude of tax exactions that go to 
make up the totals of taxes paid by paper manufacturing 
companies in the different States; but it is unquestionably 
safe to assume that such change as there has been in average 
rates is small at most, and that even this small measure has 
been in the direction of increase rather than of diminution. 
Indeed, for present purposes this factor in the situation 
may safely be neglected. Turning then to the other factor, 
it is to be observed that the period from 1900 to 1905 was 
a period of very rapid increase of investment in the paper 
manufacturing industry, increase in actual property values 
rising as high as 136 per cent, in the case of Maine and averag- 
ing 65 per cent, for the United States as a whole. In view 
of this very rapid growth in real investment values it is easy 
to account for the diminishing ratio of taxes to capital, on the 
usual ground of the failure of property taxes, as commonly 
administered, to keep pace with rapidly advancing property 
values. The exceptional experiences of Michigan and Wis- 
consin in this regard are, doubtless, to be ascribed to the 
toning up of tax administration that those States have under- 
gone in recent years. In the other States the experience 
has been the usual and expected one. To be sure, additional 
contributory local causes have, undoubtedly, been at work. 
In Massachusetts, for instance, the falling off may in slight 
measure be accounted for by changes in the character of 
business organization in the paper industry between 1900 
and 1905. In 1900 twenty-six of the ninety-three concerns 
engaged in paper manufacturing were unincorporated. 1 
In 1905 but seventeen of the eighty-seven separate concerns 
then in the business were unincorporated. 3 It is probably 

i Twelfth Census of the United States, vol ix p 1029. 

2 United States Census of Manufactures, 1905, Bulletin 53, p 29 
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the case that under present methods of taxation in Massa- 
chusetts (especially in the taxation of merchandise) incor- 
porated concerns are in a position of advantage over un- 
incorporated enterprises, 1 so that under the movement 
toward incorporation, which has made progress during 
this period, some merchandise that might have been taxed 
under the earlier conditions may now escape taxation. 
Minor influences may likewise contribute to the general 
result in other States; but the general cause above ascribed 
is probably the chief one. 

As regards the tendency manifested in the tables for taxes 
to increase during this five-year period more rapidly than 
net income, a partial explanation can perhaps be given. 
It will be noticed, in the first place, that with the exception 
of Wisconsin the rate of increase in value of product was 
lower in every instance than the increase in property values. 
This, in all probability, betokens one of two things: either 
that investment in the paper industry in response to the 
growing demand for paper products has proceeded more 
rapidly than the immediate demand for paper has warranted 
(i.e., that large investments have been made to meet pro- 
spective rather than immediate demands) or that in 1905 
there were more additions to plant under process of com- 
pletion than in 1900, such additions adding much to in- 
vestment values, but nothing to earnings. It is probable 
that both of these influences were operative, so that the 
amounts paid out in taxes, which, as we have seen, are for 
the most part based on property values, would very natu- 
rally increase more rapidly than earnings. And under 
such circumstances it might be urged, by the way, that the 
failure of the property tax to keep pace with increasing 
property values is after all not so objectionable as at first 
sight, from a public revenue standpoint, it might seem 
to be. 

A further factor in retarding growth of net earnings 
relatively to increase in property values and in value of 

'See Bullock, "Taxation of Corporations in Massachusetts," in this Journal, 
February, 1907, p 211 et seq 
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product was the high rate of increase in cost of materials. 
With the exception of Wisconsin, Ohio, and Michigan, it 
will be noticed that cost of materials advanced during the 
five-year period more rapidly than value of product (in 
the latter two of these instances, however, it will be seen 
that the more rapid increase in the latter item was rela- 
tively slight). On the surface of things it would seem as 
if competition in the paper industry (and the testimony of a 
number of manufacturers confirms this view) has been strong 
enough to prevent a rise in the prices of finished products 
at all commensurate with the rising expenses for materials. 
Labor costs, too, have arisen since 1900, the increase in this 
item in the cases of Wisconsin and Michigan approximating 
90 per cent , but this factor is of minor importance com- 
pared with the one last mentioned. Michigan is the only 
case in which net earnings grew faster than either capital 
or value of product. The slightly lower relative cost of 
materials must account for this; for the advance in labor 
cost and in miscellaneous expenses was more rapid than the 
advance in value of product. In the case of Ohio both 
labor cost and cost of materials advanced less rapidly than 
value of product, this accounting in the main for the large 
increase in net income in that State. The case of Pennsyl- 
vania is peculiar. An increase of 35 per cent, in cost of 
materials and of 45 per cent, in labor cost, in the face of 
a 25 per cent, increase in value of products, goes far toward 
explaining the absolute decrease in net income. But it is 
difficult to see how there could be a more than correspond- 
ing diminution in the relative amount of taxes paid, in the 
face of a rise in actual property values of 31 per cent. In- 
asmuch as taxes are local only and are based merely on 
realty values, the first suggestion looking toward an explan- 
ation of this peculiar circumstance would naturally be that 
the larger portion of this increase was in untaxable person- 
alty rather than in taxable realty items. But an examina- 
tion of the census returns will not support this theory. 
From 1900 to 1905 value of lands and buildings increased 
from $3,678,740 to $5,626,307, or 41 per cent., compared 
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with an increase in value of machinery, 1 tools, implements, 
cash, and sundries of from $12,745,367 to $15,842,620, or 
only 24 per cent. Other available facts do little, if any- 
thing, to explain the discrepancy. There has been no low- 
ering of local tax rates in Pennsylvania that would account 
for it. In view of the fact that the number of paper and 
pulp manufacturing establishments 2 in Pennsylvania was 
fewer by eight in 1905 than in 1900, temporary tax exemp- 
tions in particular localities, offered with a view to encour- 
aging the growth of local industries, cannot account for it. 
And in lack of more special information it would seem hardly 
fair to ascribe the falling off to exceptional deficiencies in 
administration; for, taking the manufacturing establish- 
ments of the State as a whole, taxes increased 21.2 per cent, 
between 1900 and 1905, compared with an increase in capital 
of 37.7 per cent, and in value of product of 18.5 per cent. 
So that this mystery must remain unsolved. 

Such are the partial, and, therefore, measurably unsatis- 
factory, answers that can be given to the three questions 
which we addressed ourselves at the opening of this attempt 
at statistical interpretation. The specific results in them- 
selves, even if accurate as far as they go, possess little broad 
or general value. Indeed, their chief significance probably 
lies in the emphasis they give the view that a piece of in- 
vestigation of this nature, to have any value whatever, 
must be detailed to the highest degree, and must be founded 
on the possession of minute information much more varied 
and extended than such as was available in the present 
instance. . 

But, whatever the interpretation of the general facts may 
be, the facts themselves remain; and these, with similar 
facts that might be drawn from a similar study of any other 
of this country's varied industries, point to no small degree 

1 Some machinery is, of course, taxed as realty (see note on page 635) ; but 
necessary additions from this source to values of lands and buildings would little 
affect the result 

3 In census terminology an "establishment" consists of a mill or mills in a 
given place, owned by a single individual, firm, or corporation 
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of discrimination in tax exactions between manufacturing 
concerns situated in different States. Unless we accept the 
rather naive theory of a certain paper manufacturer 1 with 
whom the writer recently had an interview, it is hard to 
avoid the wish that some method of departure from the 
property tax might be devised by which manufacturing 
concerns could be taxed with some reference to relative 
earnings rather than merely with reference to their relative 
accumulations of bricks and mortar and steel. To be 
sure, speedily to bring about such a change in any efficient 
degree would necessitate an extension of administrative 
centralization such as, under present conditions in this 
country, we should be loth to contemplate. For the pres- 
ent a multitude of varied and discriminating exactions 
must, therefore, be regarded as an unavoidable accompani- 
ment of our decentralized system of governmental adminis- 
tration. Under the circumstances the most available pro- 
visory expedient would seem to be that of an increasingly 
careful investigation of existing tax conditions. And it 
would further seem that this can best be done at the hands 
of specially and permanently constituted State agencies. 
On the basis of resulting knowledge of actual conditions 
within limited areas and of generalizations drawn from 
such information, gradual improvement in the direction of 
the standardizing and equalizing of tax requirements might 
be expected. Michigan, Wisconsin, and Minnesota are 
pioneers among the States in this movement; and the re- 
sults of their activities, despite early errors, are typical of 
what might be done more widely in the acquiring and sifting 
of significant facts, without which there can be neither in- 
telligent legislation nor wisely efficient administration. 

Roswell C. McCrea. 
Bowdoin College. 

1 This official of an important concern advanced the view that property taxes 
are preferable to taxes based on earnings because of their tendency to discriminate 
against the less efficient in favor of the more efficient plants, this contributing to 
the survival of the fittest establishments. 



